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Understanding Tax Law Changes
A CPA's Guide

to the New

Tax Bill

The recently passed tax bill has been hailed by some
as the biggest tax increase in U.S. history and by
others as a plan that only targets the rich.
Of course the truth lies somewhere in the middle.
This brochure cuts through the clutter and hype that
surrounds the new tax bill and presents the facts. It
lists the new tax provisions and their effective dates
and provides some tips that you can use this year and
every year to help you lower your tax bill.

Tax Law Changes
Ordinary Income Tax Rates. The existing rates of 15,
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28 and 31 percent will remain. However, there is now
a rate of 36 percent, which applies to taxable incomes
over $140,000 for married couples and $115,000 for
singles. In addition, a surtax of 10 percent applies to
taxable income over $250,000, whether married or
single. The surtax raises the top rate to 39.6 percent.
The new rates are retroactive to January 1, 1993.
Anyone who underpaid their 1993 tax due to the
increase in rates will not be subject to penalties. In
addition, if an election is made, the extra tax liability
caused by the new rates can be paid in three equal
installments over three years without interest.
AMT. The alternative minimum tax (AMT) rate has

risen from 24 percent. The new rate is 26 percent
until alternative minimum income surpasses
$175,000. At that point, the rate rises to 28 percent.
The AMT is a complicated, separate tax system
triggered when extensive deductions and credits
drastically reduce tax liability.
Social Security. Beginning in 1994, Social Security

recipients with total incomes over $34,000 for singles
or $44,000 for married couples will have 85 percent
of their benefits taxed by the federal government
instead of the current 50 percent.
Medicare Payroll Tax. Before passage of the tax bill,
the Medicare payroll tax of 1.45 percent was applied
only to the first $135,000 of income. However, this
ceiling has been eliminated, meaning all wages are
subject to the tax, effective January 1, 1994.

Self-Employed Health Insurance. Congress has
extended to December 31, 1993, the provision which
allows self-employed individuals to deduct 25 percent
of their health insurance premiums. The deduction
had expired on June 30, 1992. To deduct your expenses
for the second half of 1992, you must file an amended
1992 return.
Employer Education Assistance. The provision that

allows employees to exclude from taxable income up
to $5,250 of employer provided education assistance
was also extended from June30, 1992, through 1994.
Exemption Phaseout. The temporary provision which

required taxpayers to reduce their exemptions once
their incomes reached certain levels has become per
manent under the new law. Following are the income
levels at which the exemption phaseout begins for
1993 tax returns:
$108,450 —Single
$162,700 —Joint
$ 135,600 — Head of Household
$ 81,350 — Married, filing separately

For every $2,500 ($1,250 if married, filing sepa
rately), or fraction thereof, of adjusted gross income
above these limits, taxpayers must reduce their
exemptions by 2 percent.
Itemized Deduction Reduction. Another temporary
provision that was added to the books for good was
the itemized deduction reduction. For 1993, taxpayers
with adjusted gross incomes over $108,450 ($54,225
if married, filing separately) must reduce their item
ized deductions by 3 percent of the amount by which
their incomes exceed the limit. Medical expenses,
investment interest and gambling, theft and
casualty losses are excluded from the phaseout.
Moreover, the reduction cannot exceed 80 percent
of allowable deductions.

Earned Income Credit. Beginning in 1994, the maxi
mum credit is $2,038 for a taxpayer caring for one
child, and $2,527 for someone caring for two or more.
In addition, for the first time, this credit will be avail
able to some low-income workers without children.

21 Tax-Saving Tips Under the New Tax Bill
Make the Most of a 401(k). Not only is your 401(k)

contribution sheltered from current income tax, but
it grows tax-deferred until you withdraw it at retire
ment. No matter how the tax changes affect you, a 401(k)
remains one of your best tax-saving strategies.
Take Advantage of an IRA. Many taxpayers are still

eligible to make a tax-deductible IRA contribution. If
you (and your spouse) are not covered by an employersponsored pension plan, you are one of them. Consider
making the maximum contribution of $2,000 if
single, $4,000 if married with two spouses working,
or $2,250 if married with one spouse working.
If you are covered by a company plan, you may
still be able to make a tax-deductible contribution,
depending on your income. Full or partial deductions
are allowed for singles with adjusted gross incomes
under $35,000, and married couples with incomes
under $50,000.
Even if you are not eligible for the deduction, an
IRA contribution can still make sense because your
income grows tax-deferred until it is withdrawn.
Establish a Keogh Plan. Keoghs are available to indi

viduals with any amount of self-employment income.
Generally, if you qualify, you can contribute and
deduct up to 25 percent of your net self-employment
income, or up to $30,000.
Roll Over Lump Sums. If you receive a lump-sum

distribution from a pension or profit-sharing plan,
consider rolling the money into an IRA so you will
pay tax only on the amount you withdraw. But make
sure the transfer is directly from trustee to trustee.
Otherwise, 20 percent will automatically be withheld
as estimated income tax.
--------- - ------------------------------ ----------------------—-----Choose Tax-Free Investments. When tax rates
increase, tax-free investments become more valuable.
A municipal bond returning 6 percent tax-free is

equivalent to a taxable investment returning 8.7
percent in the 31-percent tax bracket, or 9.9 percent
in the 39.6-percent tax bracket.
Consider Investing in Series EE Bonds. While the

guaranteed minimum rate for U.S. Savings Bonds
declined in 1993, they might still be advantageous for
certain taxpayers. Bonds issued after December 31,
1989, may be totally free from federal tax if proceeds
are used to pay educational expenses and you meet
certain income limits.
Shift Income. Transferring income-producing assets to

Estimate Your Deductions. Before the end of the year,

Be Charitable. As long as your contributions are to

estimate your total itemized deductions to see if they
will surpass your standard deduction. If not, consider
postponing any optional expenses until next year to
help you surpass your standard deduction in 1994.

IRS-qualified organizations, charitable donations
remain 100-percent deductible, subject to income
limitations. But make sure to get a receipt. The new
tax rules require a receipt for donations of $250 or
more. In addition, expenses associated with volunteer
work, such as transportation and uniform costs,
qualify for the charitable deduction.

Rollover Gains. A new provision allows the gain
from the sale of certain publicly traded securities to
be rolled over tax-free within 60 days to specialized
small business investment corporations, which are
partnerships or corporations licensed by the Small
Business Administration.

a child can reduce your overall tax liability. But make
sure you know the rules. A child under age 14 can
receive up to $600 in unearned income tax-free, with
the next $600 taxed at the child’s own rate. However,
any income above $1,200 will be taxed at the parents’
highest marginal tax rate. A child age 14 or over can
also receive up to $600 a year tax-free, but any amount
over $600 is taxed at the child’s rate.

expenses are deductible once they surpass 2 percent
of your adjusted gross income. If your expenses are
not high enough to surpass this threshold every year,
try to bunch your expenses into alternate years to
increase your chances of qualifying for the deduction.

Beware of the Gift Tax. You can transfer up to

social and athletic clubs paid after 1993 will not
be deductible.

$10,000 per year to as many recipients as you wish,
$20,000 if your spouse joins you in making the gift.
However, if you give or transfer more than that to any
one individual, you could be liable for the gift tax.
Consider Buying Stock. Proceeds from the sale of

stock held over one year are considered long-term
capital gains. The maximum tax rate for capital gains
is 28 percent. Thus, if you fall into the 31-, 36- or
39.6-percent tax bracket, capital gains income may be
more attractive than dividend or interest income.
Study Small-Company Growth Stocks. Under a

new tax provision, investment profits from certain
small-company growth stocks are taxed at half the
capital gains rate, or 14 percent. Numerous restric
tions apply, so be sure to check with a tax adviser.

Bunch Your Miscellaneous Expenses. Miscellaneous

Rethink Club Memberships. Dues to country,

Reconsider Business Meals. Keep in mind that the

miscellaneous deduction for business meals has
been reduced from 80 percent to 50 percent.
Examine Qualified Medical Expenses. You may be
surprised at how many costs are deductible as medical
expenses. Transportation to and from medical facili
ties, insurance premiums, glasses, and hearing aids
are all costs that qualify.

Give Away Appreciated Property. Under the new tax

law, you can donate appreciated property to charity
without triggering the AMT. This tax break is
retroactive to gifts of tangible personal property made
after June 30, 1992, and gifts of any other property
made after December 31, 1992. If you made property
donations after these dates and were hit with the
AMT, you can obtain a refund.
Seek a Luxury Tax Refund. The luxury excise tax has

been repealed for boats, aircraft, jewelry and furs,
effective for purchases made after 1992. If you bought
any of these items in 1993, before the new laws were
passed, you should seek a refund of the tax from the seller.
Hire Your Child. If your child works for your business,
you can deduct his or her salary as long as the child
does a real job at a fair salary. In addition, if the child
is under 18 and the business is unincorporated, Social
Security tax does not have to be withheld from the child.
Consult a CPA. With dramatic tax changes occurring

Estimate Your Medical Expenses. Since medical

in 1993 and 1994, it’s more important than ever to get
professional advice. Before making any tax-planning
moves, consult a CPA.

expenses do not become deductible until they
surpass 7.5 percent of your adjusted gross income,
calculate your medical expenses before the end of
every year. If they are nowhere near the 7.5-percent
threshold, consider postponing optional procedures
and purchases to the next year.

this brochure, contact a CPA for an update on the latest developments.
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